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BASIC FINANCIAL STATEMENTS 



HURON REGIONAL WATER AUTHORITY
STATEMENTS OF NET ASSETS

FOR THE YEARS ENDED SEPTEMBER 30, 2006 AND 2005

2006 2005

ASSETS

Cash - checking accounts (Note 2) 114,228$         69,524$           
Cash - interest bearing savings - restricted 143,714           -                       
Accounts receivable 78,288             -                       
Prepaid expenses 7,775               2,931               
Capital assets (Note 3) 17,286,205      14,378,761      

TOTAL ASSETS 17,630,210      14,451,216      

LIABILITIES

Accounts payable 88,424             -                       
Bonds payable (Note 4)

Due within one year 115,000           105,000           
Due beyond one year 10,539,000      7,690,000        

TOTAL LIABILITIES 10,742,424      7,795,000        

NET ASSETS:
Invested in capital assets - net of related debt 6,776,304        6,671,770        
Restricted for bond repayment 143,714           -                   
Unrestricted (deficit) (32,232)            (15,554)            

TOTAL NET ASSETS 6,887,786$     6,656,216$     

The accompanying notes are an integral part of the financial statements.
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HURON REGIONAL WATER AUTHORITY
STATEMENTS OF REVENUE, EXPENSES, AND CHANGES IN NET ASSETS

FOR THE YEARS ENDED SEPTEMBER 30, 2006 AND 2005

2006 2005

OPERATING REVENUE 724,637$         -$                     

TOTAL OPERATING REVENUE 724,637           -                       

OPERATING EXPENSES:
Administrative expenses:

Advertising 113                  -                       
Bond interest 232,215           -                       
Insurance 12,204             4,722               
Legal and professional 1,286               5,595               
Miscellaneous 150                  1,086               
Contract management fees 145,112           -                       
Depreciation 351,460           -                       

TOTAL OPERATING EXPENSES 742,540           11,403             

OPERATING INCOME (LOSS) (17,903)            (11,403)            

NONOPERATING REVENUE:
Grants from Environmental Protection Agency 248,248           2,097,300        
Interest income 1,225               1,445               

TOTAL NONOPERATING REVENUE 249,473           2,098,745        

NET INCOME 231,570           2,087,342        

NET ASSETS - BEGINNING OF YEAR 6,656,216        4,568,155        

ASSETS TRANSFERRED FROM THE CITY OF BAD AXE -                       719                  

NET ASSETS - END OF YEAR
6,887,786$     6,656,216$     

The accompanying notes are an integral part of the financial statements.
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HURON REGIONAL WATER AUTHORITY
STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED SEPTEMBER 30, 2006 AND 2005

2006 2005

CASH FLOWS FROM OPERATING ACTIVITIES:
Cash receipts from customers and users 646,349$         -$                     
Cash payments to suppliers for goods and services (307,500)          (10,877)            

NET CASH PROVIDED (USED) BY OPERATING ACTIVITIES 338,849           (10,877)            

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES:
Payments for the construction of capital assets (3,258,904)       (7,697,575)       
Collection of bond proceeds - USDA Rural Development 2,954,000        5,570,000        
Payments of bonds - USDA Rural Development (95,000)            -                       
Grants from Environmental Protection Agency 248,248           2,097,300        
Cash transferred from the City of Bad Axe grant funds -                       719                  

NET CASH PROVIDED (USED) BY CAPITAL AND RELATED 
FINANCING ACTIVITIES (151,656)          (29,556)            

CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of interest bearing savings (143,714)          -                       
Interest received on investments 1,225               1,445               

NET CASH PROVIDED (USED) BY INVESTING ACTIVITIES (142,489)          1,445               

NET INCREASE (DECREASE) IN CASH 44,704             (38,988)            

CASH - BEGINNING OF YEAR 69,524             108,512           

CASH - END OF YEAR 114,228$         69,524$          

RECONCILIATION OF OPERATING INCOME TO NET CASH PROVIDED 
(USED) BY OPERATING ACTIVITIES:

Operating income (loss) (17,903)            (11,403)            
Adjustments to reconcile operating income to net cash provided
(used) by operating activities: 

Depreciation 351,460           -                       
Changes in assets and liabilities:

(Increase) in accounts receivable (78,288)            -                       
(Increase) decrease in prepaid expenses (4,844)              526                  
Increase in accounts payable 88,424             -                       

NET CASH PROVIDED (USED) BY OPERATING ACTIVITIES 338,849$         (10,877)$         

The accompanying notes are an integral part of the financial statements.
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HURON REGIONAL WATER AUTHORITY 
NOTES TO THE FINANCIAL STATEMENTS 

FOR THE YEARS ENDED SEPTEMBER 30, 2006 AND 2005 
 
NOTE 1 – SIGNIFICANT ACCOUNTING POLICIES: 
 
 The Huron Regional Water Authority was jointly incorporated in 2004 by the Village of Port Austin and the City of 
Bad Axe (the municipalities) for the purpose of obtaining financing to construct Lake Huron water processing and 
purification facilities and selling purified water to the Municipalities. 
 
 The board consists of two members from the City of Bad and two members from the Village of Port Austin. 
 
 The Municipalities share of the operating costs is to be based on their respective gallon water consumption. Any 
contributions from the Municipalities for principal payments on bonds and acquisition of capital assets are to be 
credited to nonoperating revenue. 
 
 As of September 30, 2005 the water system was in the process of being constructed, but was not operational. It 
became operational on January 1, 2006. 
 

Reporting Entity – In accordance with the provisions of the Governmental Accounting Standards Board (GASB) 
Statement No. 14, the definition of the reporting entity is based primarily on the premise of financial accountability. 
The Authority is a primary government and is financially accountable for the organizations that make up its legal 
entity. It is also financially accountable for legally separate organizations if its officials appoint a voting majority of 
an organization’s governing body and either it is able to impose its will on that organization or there is a potential 
for the organization to provide specific financial benefits to, or impose specific financial burdens on the primary 
government. A primary government may also be financially accountable for governmental organizations that are 
fiscally dependent on it. These types of organizations are deemed to be component units. 
 
Based on the provisions of GASB 14, there are no organizations that are deemed to be component units of the 
Authority. 
 
Basis of Accounting – The Authority utilizes the accrual basis of accounting. Revenue is recorded when earned 
and expenses are recorded when a liability is incurred, regardless of the timing of related cash flows. 
 
Cash and Cash Equivalents – The Authority considers all highly liquid investments with an original maturity of 
three months or less to be cash equivalents. 
 
Inventories – Inventories are valued at cost, on a first-in, first-out basis, which approximates market value. 
 
Property, Plant and Equipment – Property, plant and equipment are recorded at cost. Depreciation is computed 
using the straight-line method based upon the estimated useful lives, which range from 5 to 40 years. 
 
Accounting Estimates – The process of preparing financial statements in conformity with generally accepted 
accounting principles requires the use of estimates and assumptions regarding certain types of assets, liabilities, 
revenues and expenditures. Such estimates primarily relate to unsettled transactions and events as of the date of 
the financial statements. Accordingly, upon settlement, actual results may differ from estimated amounts. 

 
NOTE 2 – CASH: 
 
 Deposits – The Authority’s cash accounts consist of two interest bearing checking accounts. As of September 30, 
2006, the carrying amount of the Authority’s deposits was $114,228 and the bank balance was $278,940. Of the bank 
balance, $100,000 was covered by Federal Depository Insurance. The Authority believes that, due to the dollar 
amounts of cash deposits and the limits of FDIC insurance, it is impractical to insure all bank deposits. As a result, the 
Authority evaluates each financial institution it deposits Authority funds with and assesses the level of risk of each 
institution; only those institutions with an acceptable estimated risk level are used as depositories. 
 
 Additionally, the Authority has restricted passbook savings account balances totaling $143,714 at the same bank 
as of September 30, 2006. 
 
 
 
 



 15

HURON REGIONAL WATER AUTHORITY 
NOTES TO THE FINANCIAL STATEMENTS 

FOR THE YEARS ENDED SEPTEMBER 30, 2006 AND 2005 
(CONTINUED) 

 
NOTE 3 – CAPITAL ASSETS: 
 
 Capital asset activity for the year ended September 30, 2006 was as follows: 
 

September 30, September 30,
2005 Additions Deletions 2006

Capital assets not being depreciated:
Land - at cost 236,425$       10,294$         -$                   246,719$       

Capital assets being depreciated - at cost:
Bad Axe water tower 757,078         -                     -                     757,078         
Bad Axe looping 743,927         -                     -                     743,927         
Transmission main - separate 5,483,375      225,524         -                     5,708,899      
Booster stations 1,558,602      127,994         -                     1,686,596      
Water treatment plant 3,765,883      2,876,208      -                     6,642,091      
Water intake 912,000         39,387           -                     951,387         
Transmission main - shared 768,232         132,736         -                     900,968         
Capitalized interest 153,239         294,335         447,574         -                     

Total capital assets being depreciated 14,142,336  3,696,184    447,574        17,390,946  

Total capital assets 14,378,761    3,706,478      447,574         17,637,665    

Less accumulated depreciation:
Bad Axe water tower -                     18,927           -                     18,927           
Bad Axe looping -                     13,948           -                     13,948           
Transmission  main - separate -                     107,845         -                     107,845         
Booster stations -                     32,240           -                     32,240           
Water treatment plant -                     137,715         -                     137,715         
Water intake -                     23,785           -                     23,785           
Transmission main - shared -                     17,000           -                     17,000           

Total accumulated depreciation -                     351,460         -                     351,460         

Total capital assets - net 14,378,761$ 3,355,018$   447,574$       17,286,205$ 

 
 Capital assets are recorded at historical cost or estimated historical cost if purchased or constructed. Donated 
capital assets are recorded at estimated fair value at the date of donation. 
 
 Major outlays for capital assets and improvements are capitalized as projects are constructed. The water system 
became operational on January 1, 2006 at which time depreciation began to be calculated. Interest during the 
construction phase of the capital assets amounted to $447,574 and is included as part of the capitalized value of the 
assets constructed. 
 

 
 
 
 

 
 
 
 
 

 (Continued) 
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HURON REGIONAL WATER AUTHORITY 
NOTES TO THE FINANCIAL STATEMENTS 

FOR THE YEARS ENDED SEPTEMBER 30, 2006 AND 2005 
(CONTINUED) 

 
NOTE 3 – CAPITAL ASSETS:     (Continued) 
 
 Depreciation of these assets is charged as an operating expense and is calculated on a straight-line basis over 
the estimated useful lives as follows: 
 

Asset Classification Depreciable Life

Bad Axe water tower 30
Bad Axe looping 40
Transmission main - separate 30-40
Booster stations 15-40
Water treatment plant  5-40
Water intake 30
Transmission main - shared 30-40  

 
 Depreciation expense was $351,460 for the year ended September 30, 2006. 

 
NOTE 4 – BONDS PAYABLE: 
 
 The Authority has been approved to issue bonds for the construction of capital facilities by U.S.D.A. Rural 
Development as follows: 
 

Shared Separate Separate
Series 2004 A Series 2004 B Series 2004 C

Water Supply System Water Supply System Water Supply System
Revenue Bonds Revenue Bonds Revenue Bonds Total

Bonds approved 8,220,000$      1,289,000$     1,826,000$      11,335,000$ 

Bond proceeds as of:
   September 30, 2004 1,924,000$      135,000$         166,000$         2,225,000$    
   September 30, 2005 2,756,000        1,154,000        1,660,000        5,570,000      
   September 30, 2006 2,954,000        -                       -                       2,954,000      
Total bond proceeds 7,634,000        1,289,000        1,826,000        10,749,000    

Bond payments as of:
   September 30, 2006 75,000             11,000             9,000               95,000           
Total bond payments 75,000             11,000             9,000               95,000           

Balance owing at
   September 30, 2006 7,559,000$      1,278,000$     1,817,000$      10,654,000$ 

 
 
 
 
 
 
 
 
 
 
 
 
 
(Continued) 
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HURON REGIONAL WATER AUTHORITY 
NOTES TO THE FINANCIAL STATEMENTS 

FOR THE YEARS ENDED SEPTEMBER 30, 2006 AND 2005 
(CONTINUED) 

 
NOTE 4 – BONDS PAYABLE:     (Continued) 
 
 Interest accrues at the rate of 4.5% and is due October 1 and April 1 on the unpaid balance of the bonds. 
Principal is due annually on October 1 according to the following estimated schedule of debt service requirements to 
maturity, when the project is finalized: 
 

Year Ending
September 30, Principal Interest Total

2007 115,000$         505,350$         620,350$         
2008 120,000           500,175           620,175           
2009 130,000           494,775           624,775           
2010 135,000           488,925           623,925           

2011 - 2015 755,000           2,349,000        3,104,000        
2016 - 2020 910,000           2,166,300        3,076,300        
2021 - 2025 1,195,000        1,937,700        3,132,700        
2026 - 2030 1,525,000        1,640,250        3,165,250        
2031 - 2035 1,900,000        1,263,375        3,163,375        
2036 - 2040 2,280,000        802,125           3,082,125        
2041 - 2044 2,175,000        248,400           2,423,400        

11,240,000$   12,396,375$   23,636,375$    

 
 The Village of Port Austin and the City of Bad Axe have irrevocably pledged the net revenues of their respective 
water supply systems for their respective obligations for bond payments. In addition, they have agreed to make 
additional payments to the Authority for operation and maintenance expenses to support the Authority. The 
obligations of each local unit under the contract are not general obligations of each local unit, but are limited to the net 
revenues of each local unit’s water supply system. 
 
NOTE 5 – WATER SUPPLY MANAGEMENT CONTRACT: 
 
 The Authority operates under a contract whereby it owns, maintains and operates shared facilities. These shared 
facilities consist of a lake water intake, a treatment plant, a water pumping station and a transmission line from the 
treatment plant to the connection point. The Authority also owns separate facilities which are leased to the City of Bad 
Axe for $1 per year for the term of the contract (40 years). The City of Bad Axe is solely responsible for the operation 
and maintenance of the separate facilities and has the exclusive right to determine which customer in its service area 
shall be connected to the separate facilities. The separate facilities consist of the water transmission line and pumping 
stations between the connection point and the City limits, the water tower located in Colfax Township and other 
looping improvements. 
  
 The shared facilities and separate facilities are to be financed by a combination of grants and bonds totaling 
approximately $13,680,000 ($10,317,000 shared facilities and $3,363,000 separate facilities). In addition, the Village 
of Port Austin transferred its equity interest in land and the lake water intake to the Authority. The City of Bad Axe 
assigned capital assets totaling $4,573,751 to the Authority as part of the separate facilities. The City paid for these 
assets with federal grant monies and has agreed to indemnify and hold the Authority harmless from any liabilities 
resulting from any subsequent audit of these grant proceeds. 
 
NOTE 6 – RISK MANAGEMENT: 
 
 The Authority is exposed to various risks of loss related to property loss, torts, errors and omissions, employee 
injuries, and natural disasters. The Authority participates in the Township Participating Plan through Michigan 
Community Underwriters for claims related to property loss, natural disasters, general liability, errors and omissions 
and auto liability. 
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HURON REGIONAL WATER AUTHORITY 
NOTES TO THE FINANCIAL STATEMENTS 

FOR THE YEARS ENDED SEPTEMBER 30, 2006 AND 2005 
(CONTINUED) 

 
NOTE 7 – SUBSEQUENT EVENT: 
 
 On December 19, 2006 the Authority entered into an agreement with Wade Trim Operation Services, Inc. to 
provide operational services for the water facility. The term of the agreement is for five years beginning December 19, 
2006 at an annual cost of $208,800, including maintenance, chemical, and electric power allowances. The agreement 
has renewal options for three additional years. Future adjustments to the contract can be negotiated if the Consumer 
Price Index exceeds 4% or if flow changes by more than 5%. Additionally, the Authority will pay for all capital 
expenditures and will maintain property insurance on the facilities. Major services provided by Wade Trim Operation 
Services, Inc. include: 
 

1) Day to day operational costs of the water system, including labor costs and utility and chemical costs, within 
allowances. 

 
2) Preventive and corrective maintenance and repairs up to $7,000 per year. 
 
3) Reading, billing and collection services. 
 
4) Acting as the Authority’s liaison with local, state and federal regulatory agencies. 
 

 For the year ended September 30, 2006, Wade Trim Operation Services, Inc. provided these services on a non-
contractual basis for $145,112. 



 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

SUPPLEMENTAL INFORMATION 



HURON REGIONAL WATER AUTHORITY
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

FOR THE YEAR ENDED SEPTEMBER 30, 2006

Current Year
Federal Federal

Federal Grantor C.F.D.A. Number Expenditures

U.S. Department of Agriculture

Water System Revenue Bonds 10.760 3,010,656$      

Environmental Protection Agency

Water Division Grants 66.606 248,248$         

Total Capitalized Expenditures of Federal Awards 3,258,904$      
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HURON REGIONAL WATER AUTHORITY
NOTES TO THE SCHEDULE OF EXPENDITURES

OF FEDERAL AWARDS
FOR THE YEAR ENDED SEPTEMBER 30, 2006

BASIS OF PRESENTATION:

The accompanying schedule of expenditures of federal awards includes the federal grant activity of the Huron
Regional Water Authority and is presented on the accrual basis of accounting. The information in this schedule is
presented in accordance with the requirements of OMB Circular A-133, Audits of States, Local Governments, and
Non-Profit Organizations.

SCHEDULE OF FINDINGS AND QUESTIONED COSTS:

Section I - Summary of Auditor's Results
Financial Statements

Type of auditor's report issued :  Unqualified

Internal control over financial reporting:
•Material weakness(es) identified?                  yes          X        no
•Reportable condition(s) identified that are not considered

to be material weaknesses?                  yes          X        none reported
Noncompliance material to financial statements noted?                  yes          X        no

Federal Awards

Internal control over major programs:
•Material weakness(es) identified?                  yes          X        no
•Reportable condition(s) identified that are not considered

to be material weakness(es)?                  yes          X        none reported
Type of auditor's report issued on compliance for major

programs:  Unqualified
Any audit findings disclosed that are required to be reported 

in accordance with section 510(a) of OMB Circular A-133?                  yes          X        no

Major Programs C.F.D.A. Numbers Name of Federal Program

10.760 Water System Revenue Bonds

Dollar threshold used to distinguish between 
type A and type B Programs             $300,000

Auditee qualified as low risk auditee  _______ yes  ___X___ no

Section II- Financial Statement Findings

Current year finding - none

Section III- Federal Award Findings and Questioned Costs

Current year finding - none
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